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Re: AEPCO 's Responses to the Questions Related to Resource Planning (January II ,
2008 Workshop); Docket No. E-00000E-05-043]

De a r S ir/Ma da m:

Enclosed are  the  origina l and 13 copies of AEPCO's comments  and responses on the
Resource  Planning Issues discussed a t the  January 11, 2008 workshop. Its  May 24, 2007
Resource  Planning Responses are  a lso a ttached to this  filing,
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AEPCO's Comments on the Resource Planning Workshops

Docket No. E-00000E-05-0431

The  Arizona  E le c tric  P owe r Coope ra tive , Inc . ("AEP CO") s ubmits  the s e  comme nts  a nd
re s pons e s  to the  Que s tions  Re la te d to Re s ource  P la nning, Docke t No. E-00000E-05-0431,
discussed a t the  Janua ry ll workshop.

In summary, the cooperatives believe that the current, but mostly suspended, Integrated Resource
Planning ("IP")  Rules report ing and hearing processes should not  be reinst ituted.
Alternatively, as described in the "Resource Planning in Wester Jurisdictions" matrix, the
cooperatives suggest that, as in Colorado, distribution cooperatives be exempted from the
process and AEPCO be subject only to periodic reporting requirements. If, however, the
Commission believes some IP procedure is needed, a possible alternate approach would be to
require the t iling periodically-perhaps on a three- to  four-year cycle-of information
concerning utility supply-side plans, together with supporting detail as necessary. If the
Commission believes some IP procedure is needed, those individual products could then be
collectively reviewed in a process and format similar to the Commission's Biennial Transmission
Assessment ("BTA")

On Ma y 24, 2007, AEP CO tile d Re s ource  P la nning Re s pons e s  to que s tions  which de a l with
several of these and other issues. Those responses are  attached

Should the resource planning process be a least cost plan or an integrated resource
plan

In AEPCO's  ca se , the  Rura l Utilitie s  Se rvice  ("RUS") require s  an ana lys is  showing tha t a
re source  is  "le a s t cos t" be fore  RUS-gua ra nte e d loa ns  a re  a pprove d. Howe ve r, the  RUS
also requires  an integra ted ana lys is  of demand- and supply-s ide  resources  in a rriving a t a
le a s t cos t pla n. Furthe r complica ting  the  "in te gra tion" is s ue  is  the  coope ra tive s
disaggrega ted na ture . Thus , for e xa mple , a lthough AEP CO ta ke s  into a ccount in its
pla nning the  a nticipa te d re sults  of de ma nd-s ide  ma na ge me nt ("DS M") progra ms , those
progra ms  a re  de ve lope d a nd de live re d a t the  dis tribution coope ra tive  le ve l. Als o, the
member dis tribution coope ra tives  a re  re spons ible  for ce rta in e lements  of the  renewable s
progra m a nd, in  the  ca s e  of S ulphur S prings  Va lle y Ele ctric Coope ra tive , it ha s  a n
approved REST P lan of its  own

What are the objectives/purposes of resource planning? Should the plan be approved or
acknowledged by the Commission?

The  prima ry obje ctive  of the  re source  pla n is  to ide ntify pre fe rre d re source s  tha t will be
ne e de d to me e t a nticipa te d cus tome r ne e ds  ove r the  pla nning horizon in a  re lia ble  a nd
cos t-e fficie nt ma nne r. Howe ve r, a  numbe r of othe r s e pa ra te  re gula tory proce s se s  now
provide  those  opportunitie s  and mee t those  objectives  in venues  othe r than the  Resource
P lanning Rules , which were  adopted a lmost 20 yea rs  ago. For example , the  Commiss ion
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has addressed DSM programs in separa te  company-specific orders , as  well as  addressing
those  is sue s  in Docke t No. RE-00000C-05-0230. S imila rly, the  RES T Rule s  re quire  the
a nnua l pre pa ra tion, S ta ff re vie w a nd Commis s ion a pprova l of re ne wa ble s  progra ms ,
which conta in, a mong othe r things , dis tribute d ge ne ra tion, la rge -s ca le  ge ne ra tion a nd
powe r purcha s e  compone nt pa rts . Als o, quite  re ce ntly, the  Commis s ion, in De cis ion
No. 70032, a pprove d be s t pra ctice s  a nd proce dure s  for obta ining ne w re s ource s  for
supply-s ide  entitie s . Conducting ye t anothe r, sepa ra te  re source  planning process , given
these  other activities  and processes, is  s imply unnecessary and costly

If, howe ve r, the  Commiss ion ins titute s  a n IP  proce ss , AEPCO re comme nds  tha t it re sult
in a  prudence  finding and tha t plans  be  reviewed and acted upon promptly

Wha t utilitie s  should be  subje ct to the  IP  Rule s?

For the  re a s ons  pre vious ly dis cus s e d, AEP CO re comme nds  tha t no utilitie s  s hould be
re quire d  to  file  re s ource  p la ns . Alte rna tive ly, dis tribution coope ra tive s  s hould be
e xe mpte d a nd AEP CO should be  subje ct only to re porting re quire me nts . For e xa mple
AEPCO could pe riodica lly report to the  Commiss ion its  load foreca s ts , exis ting re source
assessment, planning reserves and needs assessment

What resources and other information should be included in the IP?

The  IP  proce s s  s hould only involve  ge ne ra tion a nd not dis tribution or tra ns mis s ion
pla nning. AEP CO's  pla ns  would like ly re fle ct the  following e le me nts : (a ) de s cription of
the  coope ra tive , introduction and background, (b) de ta ils  of the  company's  load forecas t
which will include  the  e xpe cte d impa cts  of the  d is tribution coope ra tive s ' DS M a nd
dis tribution-le ve l RES T progra ms , (c) de scription of e xis ting ge ne ra tion a nd purcha se d
powe r re source s , (d) a s se s sme nt of future  loa ds  a nd re source  ba la nce , (e ) de ta il of a ll
pote ntia l supply-s ide  re source s , including dis tribution coope ra tive  dis tribute d ge ne ra tion
renewable s  and any gene ra tion provide rs ' purchased power or centra l s ta tion renewable
resources , (f) de ta il of the  resource  expansion planning process  and model(s) used, a long
with  the ir e ngine e ring, ope ra tiona l a nd fina ncia l a s s umptions , (g) de te rmina tion of
AEP CO's  units -only (s upply-s ide  only) re s ource  e xpa ns ion pla n to e s ta blis h ba cks top
pla n cos ts , (h) a  fina l re s ource  e xpa ns ion pla n de line a ting re s ource s , the ir timing a nd
costs , and (i) the  impact on ra tes  as  a  result of the  plan

What should be  the  filing inte rva l and planning/forecas t horizon for [RPs  ?

Aga in, if a n IP  proce s s  is  re ins titute d, the  coope ra tive s  re comme nd a  s imple r, more
individua lize d  proce s s  which  u tilize s  e xis ting  u tility p la nning  e fforts  a nd  products
a lre a dy in  p la ce . A p o s s ib le  a lte rn a te  a p p ro a ch  wo u ld  b e  to  re q u ire  th e  filin g
pe riodica lly--pe rha ps  on a  thre e - to four-ye a r cycle --of informa tion conce rning utility
s upply-s ide  pla ns , toge the r with s upporting de ta il a s  ne ce s s a ry. Thos e  individua l
products  could the n be  colle ctive ly re vie we d in  a  proce s s  a nd forma t s imila r to  the
Commiss ion's  BTA. Although it will va ry ba se d on diffe re nt fa ctors  a nd circums ta nce s
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AEP CO be lie ve s  20 ye a rs  is  ge ne ra lly the  optima l loa d fore ca s t pla nning horizon, with
emphasis  on resource  plans in the  firs t ten years .

What information should be provided in compliance with R14-2-703 Reporting
Requirements?

As discussed a t the  January 11 workshop, the  reporting requirements  tha t were  deve loped
in the  1990s  (Rl4-2-703.A a nd B) we re  ve ry de ta ile d, time  cons uming a nd cos tly to
provide . Th is  le ve l o f d e ta il wa s  n e c e s s a ry s o  th a t C o mmis s io n  S ta ff c o u ld
inde pe nde ntly re plica te  the  ca lcula tions  conta ine d in individua l utility IRis . Toda y, such
a  de ta ile d  a na lys is  is  no t ne e de d  a nd  p rovid ing  s uch  in fo rma tion  wou ld  re qu ire
confide ntia lity a gre e me nts  give n the  compe titive  ge ne ra tion ma rke tpla ce . Curre nt
re porting re quire me nts  s hould be  s implifie d a nd s tre a mline d to minimize  the  time  a nd
e xpe nse  of colle cting, compiling a nd re porting this  informa tion. The  informa tion should
be  re s tricte d to tha t ne e de d to fulfill IP  obje ctive s  a nd re porting re quire me nts  should be
consis tent and applicable  to a ll marke t pa rticipants .

6.

10421 -42/1762876v3 3
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AEPCO's General Comments on the Resource Planning Workshops

Docke t No. E-00000E-05-0431

The  Arizona  Ele c tric  P owe r Coope ra tive , Inc . ("AEP CO") s ubmits  the s e  comme nts  a nd

responses  to the  Questions  Re la ted to Resource  P lanning, Docke t No. E-00000E-05-0431, da ted

April 26, 2007.

In s umma ry, AEP CO be lie ve s  tha t the  curre nt, but mos tly s us pe nde d, Inte gra te d Re s ource

P la nning ("IP ") Rule s  a nd proce s s  s hould not be  re ins titute d. If, howe ve r, the  Commis s ion

be lie ve s  some  IP  proce dure  is  ne e de d, a  pos s ible  a lte rna te  a pproa ch would be  to re quire  the

filing pe riodica lly-pe rha ps  on a  thre e - to  four-ye a r cycle --of informa tion conce rning utility

supply-s ide  plans , toge the r with supporting de ta il a s  necessa ry. Those  individua l products  could

the n be  colle ctive ly re vie we d in a  proce s s  a nd forma t s imila r to the  Commis s ion's  Bie nnia l

Tra nsmiss ion Asse ssme nt ("BTA").

AEP CO ha s  a n e xte ns ive , ongoing re s ource  e xpa ns ion pla nning proce s s , much of which is

ma nda te d by fe de ra l re gula tions . Th is  co u ld  b e  u tilize d  in  a  p e rio d ic  IP  re vie w to  a vo id

a dditiona l, d u p lica tive  a n d  co s tly IP  re q u ire me n ts . In d ivid u a lize d  filin g s  wo u ld  a ls o

a ccommoda te  the  s tructura l a nd s e rvice  diffe re nce s  which e xis t a mong utilitie s . For e xa mple ,

AEP CO is  not a n inte gra te d utility a nd s e rve s  no re ta il cus tome rs . Ins te a d, AEP CO ha s  a ll-

re quire me nts  me mbe rs  who contra ct for a ll of the ir de ma nd a nd e ne rgy from the  Coope ra tive 's

re s ource s , but a s  we ll ha s  a  pa rtia l-re quire me nts  me mbe r who ha s  a  proportiona te  s ha re  of

AEPCO's  exis ting re source  a lloca tions  and is  re spons ible  for mee ting its  re ta il members ' power

i

and ene rgy needs  above  tha t leve l. AEPCO se rves  the  five  Arizona  Cla ss  A member-owners  a t



whole sa le . Each Cla ss  A member se rves  mos tly rura l cus tomers  a lthough some  urbaniza tion is

occurring a round la rge r communitie s . Ma ny of the  e nd-us e  re ta il cus tome rs  s e rve d by e a ch

Cla s s  A me mbe r a re  mode ra te - to low-income  hous e holds  with low cus tome r de ns ity. This

contra s ts  with the  s ta te 's  inve s tor-owne d a nd municipa l utilitie s  which a re  inte gra te d a nd ha ve

much diffe rent end-use  se rvice  cha racte ris tics . If a  re source  planning review process  is  needed

utility-s pe cific filings  with a  colle ctive  pe riodic re vie w would a ccommoda te  the s e  a nd othe r

diffe rences  among utilitie s , but a lso a fford a  s ta tewide  ana lys is

10421-42/1559139



AEPCO's Responses to Exhibit "A" Questions Related to Resource Planning
/

Docket No. E-00000E-05-0431

A. Objectives of Resource Planning

Q01 What should be the primary objectives of resource planning process?

A01 The  prima ry obje ctive  of a  re s ource  p la nning  proce s s  s hould  be  co lle ctive

periodic review of individual plans that utilize existing efforts already in place to

avoid costly and duplicative analyses, reports and processes.

Q02 Arizona frst promulgated resource planning rules in 1989 (contained at A.A. C. R

14-2-701 through 14-2-704), but those rules have been suspended indefinitely by

the Commission, except for those portions requiring historical reporting of data.

(A) Should the Commission look at using or "tweaking" these existing resource

planning rules, or are they so outdated that we should design something new?

(B) Do those rules accomplish the objectives of resource planning? (C) What

conditions (if any) in the industry and market nave cnangedfundamentally since

1989 that would impact the way IP is conducted?

10421-42/1559139 3



A02 As  me ntione d  in  the  s umma ry, if a  s ta te wide  re s ource  p la nning  proce s s  is

ne ce s s a ry, AEP CO s trongly re comme nds  a  ne w a pproa ch tha t utilize s  e xis ting

utility pla nning e fforts  a lre a dy in pla ce .

S ignifica nt cha nge s  in the  indus try ha ve  ma rke dly impa cte d the  control which

utilitie s  a nd the  Commiss ion ha ve  ove r the  inte gra te d proce ss  a nd re sult. Whe n

the  IP  Rule s  we re  firs t a dopte d in 1989, utilitie s  we re  e s s e ntia lly "s ole  s ource

provide rs" for mee ting the  ene rgy needs  of the  s ta te . Today, for the  indus try and

coope ra tive s  ge ne ra lly, unce rta inty conce rning both re ta il a nd whole sa le  e le ctric

compe tition , me rcha n t powe r p la n ts ,  re ne wa b le  re s ou rce  p rovide rs ,  ne w

individua l re ne wa ble  a nd dis tribute d ge ne ra tion options , DS M progra ms  a nd

companies  which focus  on "mega-wa tts" a s  an a lte rna tive  to supply-s ide  planning

a s  we ll a s  othe r fa ctors  ha ve  impa cte d cons ide ra bly the  pre mise  upon which the

IP  Rule s  we re  origina lly ba s e d. Thos e  a nd othe r fa ctors  a ls o a pply in va rying

degree s  to the  urban and rura l a rea s  of Arizona  re sulting in diffe rent supply-s ide

impa cts . For e xa mple , unlike  the  1990s , AEP C() now ha s  one  a nd will s hortly

ha ve  two pa rtia l-re quire me nts  me mbe rs  which a re  re spons ible  for pla nning a nd

acquiring a  portion of the  re sources  needed to mee t the  anticipa ted loads  of the ir

re ta il me mbe rs . All of the s e  fa ctors  ha ve  impa cte d s ignifica ntly utilitie s ' a nd

AEPCO's  planning processes  and the  control over the  end result.

Q03 To what extent have traditional resource planning functions been adopted by the

Commission in other proceedings and rulemakings?

10421-42/1559139 4



A03 S ince  the  IP  Rule s  we re  a dopte d, va rious  re s ource  pla nning functions  which

we re  a  la rge  pa rt o f the  p roce s s  in  the  1990s  a re  now de a lt with  in  o the r

proceedings  or covered by othe r rules . For example , the  Commiss ion has  in place

the  EP S  Rule s  a nd  ha s  propos e d  the  RES T Rule s  de a ling  with  re ne wa ble

re quire me nts  which ha ve  both dis tribution- a nd ge ne ra tion-le ve l compone nts .

Compe titive  procure me nt wa s  the  s ubje ct of the  Tra ck B proce e ding, ha s  a ls o

be e n re quire d in individua l ra te  ca se  proce e dings  a nd a dditiona l comme nts  on it

a re  a lso be ing solicite d s e pa ra te ly a s  pa rt of this  docke t. Dis tribution-le ve l DS M

progra ms  a re  a ls o  be ing  a ddre s s e d  in  individua l filings  a nd/or Rule ma king

proceedings. Obvious ly, the s e  e le me nts  a re  s till fa ctors  in  the  s upply-s ide

planning process , but the  fact tha t they a re  be ing addressed in othe r ways  makes

much le ss  "inte gra te d" the  IP  a ssumption on which the  origina l rule s  we re  ba se d

and the process was structured.

Q04 Are some traditional IP processes best left to regional organizations rather than

the state?

A04 No . Howe ve r, re quire me nts  impos e d by re giona l orga niza tions , s uch a s  the

NERC, a s  the  new FERC ERO, and WECC in its  supporting role , should be  taken

into account in the  planning process .

1
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Q05 What role should the regional planning processes, particularly regional

transmission organizations, play in the process

Aga in, to the  e xte nt tha t s uch proce s s e s  impos e  re quire me nts  on the  utility, the s e

re q u ire m e n ts  s h o u ld  b e  c o n s id e re d  with in  th e  re s o u rc e  e xp a n s io n  p la n n in g

proce ss . AE P CO  s upports  the  ge ne ra l c onc e p t tha t tra ns m is s ion  p la nn ing  fo r

re g io n a l g rid  re lia b ility s h o u ld  o c c u r a s  a  c o m p le te ly s e p a ra te  p ro c e s s  fro m

re s ource  pla nning, while  tra ns m is s ion pla nning a s s ocia te d with conne cting to a nd

de live ring  powe r from  pa rtic u la r re s ou rc e  op tions  will be  pa rt o f the  re s ou rc e

pla nning proce s s

Q06 T o  w h a t extent, if any, should a Commission decision "accepting" or

approving" a plan (or a part of plan) be regarded as afnding of "prudence

in subsequent rate cases

If the  Commis s ion a pprove s  a  re s ource  pla n, or a  portion the re of, a ll or pa rt of the

re s ource s  ide ntifie d in  tha t pla n s hould be  de e m e d prude nt for ra te  re cove ry in a

subsequent ra te  ca se

Q07 What types of information should be included in resource plans? Should this

:formation be organized in a specified manner sothat plansfrom each utility are

consistent with each other, containing the some type of information, and in the

s a me  pa rt ofthe filing

10421-42/1559139



A07 Aga in, if a n IP  proce s s  is  re ins titute d, AEP CO re comme nds  a  s imple r, more

individua lize d proce ss  which utilize s  e xis ting utility pla nning e fforts  a nd products

a lre a dy in pla ce . Re s ource  pla ns  would pre s e nt the  re s ults  of e a ch individua l

utility's  pla nning e ffort.

Th e  in d ivid u a l u tility p la n s  wo u ld  like ly c o n ta in  th e  fo llo win g  e le me n ts :

(a ) de s crip tion  of the  u tility, in troduction  a nd ba ckground, (b) de ta ils  of the

compa ny's  loa d fore ca s t which will include , in AEP CO's  ca se , e xpe cte d impa cts

of the  d is tribu tion  coope ra tive s ' DS M progra ms , (c) de s crip tion  of e xis ting

ge ne ra tion a nd purcha se d powe r re source s , (d) a s se ssme nt of future  loa ds  a nd

re s ource  ba la nce , (e ) de ta il of a ll pote ntia l s upply-s ide  re s ource s , including

dis tribution coope ra tive  dis tributed gene ra tion and any AEPCO purchased power

or ce ntra l s ta tion re ne wa ble  re source s , a long with the ir e ngine e ring, ope ra tiona l

a nd  fina ncia l a s s umptions , (D de ta il o f the  compa ny's  re s ource  e xpa ns ion

pla nning proce s s  a nd mode 1(s ) use d, (g) de te rmina tion of the  compa ny's  units

only (supply-s ide  only) re source  expans ion plan to e s tablish backs top plan cos ts ,

(h) a  fina l re source  e xpa ns ion pla n de line a ting re source s , the ir timing a nd cos ts ,

and (i) the  impact on ra tes  as  a  result of the  plan.

10421-42/1559139 7



B. Resource Planning Processes

Q01 Which utilities should be required to file resource plans? (a) Electric-(1) All,

(2) Utilities over a certain size (based on megawatt load or annual sales),

(3) Those with generating units, (4) Other; (b) Natural Gas-(1) All, (2) Utilities

over a certain size (based on terms sold or annual sales), (3) None, (4) Other.

A01 For the  re a s ons  pre vious ly dis cus s e d, AEP CO re comme nds  tha t no utilitie s  s hould

b e  re q u ire d  to  file  re s o u rc e  p la n s . Alte rna tive ly,  g ive n ,  a m ong  o the r th ings ,

AEP CO's  ge ne ra tion-only role  a nd the  fa c t tha t m uch of its  fore ca s ting, re s ource

pla nning a nd RFP /procure m e nt proce s s e s  a re  fe de ra lly m a nda te d,  coope ra tive s

s hould be  e xclude d from filing re s ource  pla ns .

Q02 Should resource planning consider transmission as well as generation resources?

A02 No . IP  s h o u ld  n o t  c o n s id e r  t r a n s m is s io n  r e s o u rc e s  a s  a n  a lt e r a t iv e  t o

ge ne ra tion re source s . Although s e e king tra ns m is s ion re s ource  a lte rna tive s  a s  a

cost e ffe ctive s olution/a ugm e nta tion to pla nne d resource e xpa ns ion

imple me nta tion is  both prude nt a nd ne ce s sa ry, tra nsmis s ion a nd re source  pla nning

s h o u ld  o th e rwis e  c o n tin u e  a s  wh o lly s e p a ra te  fu n c tio n s  a n d  n o t b e  p a rt  o f a

c o m m o n  IP  p ro c e s s .

10421-42/1559139 8



Q03 What should the planning horizon be for a resource plan (i.e., IO years, 15 years

20 years or longer) ?

AEP CO re com m e nds  tha t 20 ye a rs  is  the  op tim a l s hort-te rm  p la nning  horizon

AE P C O  c u rre n tly u tiliz e s  Ne w E n e rg y As s o c ia te 's  S TR ATE G IS T p la n n in g

mode l in its  re s ource  e xpa ns ion pla nning, mode ling a nd a na lys e s . S TRATEGIS T

divide s  the  fu ture  in to  two dis tinct time  pe riods -the  P la nning P e riod , which

be gins  in the  curre nt ye a r a nd e xte nds  twe nty ye a rs , a nd the  S tudy P e riod, which

be gins  in the  curre nt ye a r a nd e xte nds  for a s  ma ny ye a rs  a s  ne ce s s a ry s uch tha t

the  tota l pres ent va lue  cos ts  of each plan brought back and added to the  bas e  yea r

ha s  no furthe r e ffe ct on the  cos t s tre a m. AEP CO s e le cts  a s  its  pre fe rre d pla n the

com bina tion of the  lowe s t tota l p re s e nt va lue  cos t P la nning  P e riod a nd S tudy

P e riod ra nks

Q04 How frequerztly should a utility be required to file a resource plan (i.e., every two

three or four years) ?

If a  forma l re s ource  planning proces s  is  re ins tituted, AEPCO recommends  a  three

to four-ye a r filing  cycle

Q05 Should there be a "Biennial Resource Assessment" similar to the requirement for

a Biennial Transmission Assessment contained in Arizona Revised Statutes

§40-360. 02 (g) ?
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A05 As expla ined previous ly, AEPCO be lieves  tha t this  BTA process  could be  used to

jointly cons ide r the  individua l pla nning products  of e a ch utility, a lthough on a

three - to four-yea r cycle .

Q06 Should resource plans be filed simultaneously by the utilities as in the past (so the

Commission could focus on statewide issues), or should they be individually filed

in alternating years or periods (in which the Commission could focus on ire

specific issues for each utility) ?

A06 The re  a re  a dva nta ge s  to e a ch a pproa ch. Howe ve r, AEP CO fa vors  the  thre e - to

four-ye a r s imulta ne ous  Filing with a  colle ctive  re vie w s imila r to the  BTA proce ss

if the  IP  proce s s  is  re ins titute d.

Q07 What time limits, if any, should apply to the Commission's processing of a

resource plan ?

A07 Be ca use  of ra pid growth a nd the  fre que ncy of a nnua l loa d fore ca s t upda te s  a nd

upda ted inte rna l re source  plans , if a  Commiss ion review is  re ins tituted, the  review

should be  comple ted within a  year.

Q08 Should there be public hearings on resource plans? Should the rules allow for

interveners? Shouldparties be allowed to call and cross-examine witnesses?
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Cons is te nt with the  BTA proce s s , AEP CO sugge s ts  a  workshop(s ) a nd a  public

pa rticipa tion proce s s  ra the r tha n the  more  forma l he a ring, te s timony filing a nd

inte rvention procedure

Q09 How can a resource planning process be developed which takes into account

changes that occur between filings? How can /lex ibilily to adapt to new

unanticipated situations be maximized? Should the utility file annual updates Q

its resource plan? Should the utility file amendments to its plan as major

decisions or changes are made ?

These  conce rns  could be  addre ssed by the  filing of an IP  plan one  yea r followed

by a n a nnua l upda te , if ne ce s s a ry, until the  thre e - to  four-ye a r cycle  would

comme nce  a ga in. The  pos s ib le  a nnua l re port would  conta in  loa d fore ca s t

va ria tions  or cha nge s  in othe r ke y a s s umptions  if the y ha ve  a ffe cte d re s ource

expans ion

Q10 Should resource plans include a short-term "action plan" (such as the time

between filing of resource plans) in which utilities could obtain more direct

Commission direction and/or approval for certain critical items that must be

decided in the short term ?
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A10 AEP CO be lie ve s  tha t individua l filings  ca n a ddre s s  s uch circums ta nce s  if a nd

when they arise .

Q11 How is the resource planning process ajax%cted by a building moratorium ?

A11 Obvious ly, if a  mora torium is  impos e d on a  ce rta in type  of re s ource  or s upply-

s ide  a lte rna tive  tha t ha s  be e n s e le cte d a s  pa rt of a  re s ource  pla n, de la ying or

de fe rring tha t a lte rna tive  could  impa ct the  cos t e ffe ctive ne s s  of the  utility's

resource  implementa tion s tra tegy.

Q12 To wha t e xte nt should the  proce ss  be  public?  How much da ta  ca n be  discusse d

and/or debated publicly given competitive considerations that are now a part of

the wholesale  marketplace ?

A12 As  dis cus s e d in re s pons e  to Q08, public pa rticipa tion could be  a ccommoda te d

through a  works hop proce s s . It is  like ly, howe ve r, tha t ce rta in da ta  will ne e d to

be  protected as  confidentia l.

Q13 Should standardized RFP/Solicitation procedures be adopted as part of the

process?

A13 AEP CO is  a lre a dy subje ct to fe de ra lly-re quire d RFP  a nd solicita tion proce dure s

which mus t be  followed to obta in loan funds  and ma inta in mortgage  compliance .
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AEP CO's  prima ry loa n gua ra ntor is  the  Rura l Utilitie s  S e rvice  ("RUS "), via  the

le nde r, the  Fe de ra l Fina ncing Ba nk ("FFB"). The  FFB through RUS ma ke s  loa ns

for new re sources  unde r the  Rura l Electrifica tion Act of 1936.

RUS  a pprova l is  re quire d for a ll loa ns  in re la tion to ne w re source  a dditions  a nd

e xis ting re source  modifica tions . The  Code  of Fe de ra l Re gula tions  (ge ne ra lly,

approve , an annua l load forecas t, a  cons truction work plan, a  long-range  financia l

fore ca s t-which include s  the  ne w re s ource (s ), DS M or re ne wa ble s  fa cilitie s  for

wh ic h  lo a n  fu n d s  a re  b e in g  re q u e s te d -a  P o we r Co s t S tu d y a n d ,  wh e re

a pplica ble , a  Borrowe r's  Environme nta l Re port. Compre he ns ive  proje ct-spe cific

e ngine e ring a nd cos t s tudie s  to s upport fina ncing re que s ts  a nd cons truction of

a dditiona l ge ne ra ting ca pa city, including e xis ting ca pa city re pla ce me nt, mus t be

produced. These  s tudies  include  de ta iled economic present va lue  ana lyses  of the

cos ts  a nd re ve nue s  of a va ila ble  s e lf-ge ne ra tion, loa d ma na ge me nt, e ne rgy

conse rva tion and purchased power options , including the  financia l viability of the

purcha s e d powe r s upplie r(s ), a s s e s s me nts  of s e rvice  re lia bility a nd fina ncing

re quire me nts  a nd risks . The se  s tudie s  mus t a lso cons ide r a lte rna tive  unit type s

a nd s ize s , fue l a lte rna tive s , s ys te m s ta bility, impa cts  on the  inte rconne cte d

transmission system and system dispatch.

AEPCO is  a lso required to solicit proposa ls  from a ll rea sonable  potentia l sources

of powe r s uch a s  othe r Coope ra tive s , inve s tor-owne d utilitie s , municipa l utility
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organiza tions , fede ra l and s ta te  power authoritie s , independent power produce rs

and co-gene ra tors . These  solicita tions  for proposa ls  a re  required to be  published

in a t le a s t thre e  na tiona l publica tions  in a ddition to dire ct conta ct. The  a pplica nt

is  a ls o re quire d to inform RUS  of progre s s  in  the  s olicita tion a s  ne gotia tions

progre ss . Fina l plans  mus t include  sufficient de ta il to show tha t the  pre sent va lue

a na lyse s  of a lte rna tive s  a nd the ir e ffe cts  on tota l powe r cos ts  ove r the  fore ca s t

pe riod re s ult in the  mos t e conomica l, s tra te gic a nd e ffe ctive  me a ns  of me e ting

AEPCO's  planned resource  expansion capacity

C. Need Determination (Load Forecasting)

Q01 How are load forecasts to be conducted? Should there be one consistent

methodology used by all utilities, or should each utility have the flexibility to use

the methodology that it prefers? Should the Commission specyj/ the methodology

by which forecasts are developed?

For AEPCO, load forecas t requirements  a re  a lso specified by fede ra l regula tions

Each three-year load forecast work plan and annual Class  A member load forecast

is  required by RUS to be  deve loped from the  bottom up in coordina tion with each

Class  A member. Tha t dis tribution coope ra tive  product is  reviewed and approved

by the  coope ra tive 's  Boa rd of Directors  and subsequently by RUS. It is  then used

in fina ncia l pla nning, ope ra tions  a nd to s upport future  loa n a pplica tions . Ea ch

me mbe r's  fore ca s t is  ba se d on solid e conome trics , we a the r da ta , his torica l da ta
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growth e xpe cta tions , the  proba bility of ne w loa ds  a nd prior e xpe rie nce

AEPCO's  load forecas t is  a  roll-up of the  s ix Clas s  A member individua l load

fore ca s ts  a nd is  re vie we d a nd a pprove d by its  Boa rd of Dire c tors  a nd

subsequently by RUS

Q02 What time period should Ioadforecasts reference

AEP CO's  load forecas ts  produced annua lly in coordina tion with its  Cla s s  A

dis tribution coopera tives  cover the  time  period from the  current year to 20 or

more years  into the future. This  is  cons is tent with the resource planning horizon

recommended in response to Q03 in the "Resource Planning Processes" section

Q03 How can the Commission (or should the Commission) review load forecasts when

considering a resource plan

Load forecas ts , developed as  described previously, which are used in relation to

the resource plan could be made available for Commission review

Q04 What is an acceptable margin of error in viewing actual, experienced, historic

peaks compared with forecasted peaks? Should a signu'icant, unexplained

deviation between the historic and forecasted peak trigger an amendment or

update of the resource plan

10421-42/1559139 1 5



A04 AEP CO ge ne ra lly a cce pts  a n a nnua l fore ca s t e rror in the  ra nge  of five  pe rce nt

(5%). Norma lly,  a c tua l pe a ks  fa ll we ll with in  th is  ma rg in . A s ignifica nt,

unexpla ined devia tion should only trigge r an amendment or upda te  if the  cause  is

not temporary, such as an unusual, extreme weather result.

D. Demand Reduction (Demand-Side Management)

Q01 What role should DSMplay in the resource planning proeess?

A01 Be ca us e  of the  dis a ggre ga te d na ture  of AEP CO a nd its  me mbe r dis tribution

coope ra tive s , DS M progra ms  will be  de ve lope d a nd de live re d a t the  dis tribution

coope ra tive  le ve l. Th a t s u b je c t is  b e in g  d e a lt with  s e p a ra te ly in  Do cke t

No. RE-00000C-05-0230. Howe ve r, a s  e xpla ine d pre vious ly, a nticipa te d re sults

o f d is tribu tion  le ve l DS M prog ra ms  a re  ta ke n  in to  a ccoun t in  fo rmu la ting

AEPCO's  re source  plan.

Q02 Should existing Commission activities in DSM be brought within the realm of the

resource planning proceedings?

A02 No .

Q03 How is resource planning a/wcied by existing DSM programs and DSM

proceedings presently pending before ire Commission?
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A03 AEP CO us e s  the  dis tribution coope ra tive 's  loa d fore ca s ts  which include  the

e ffects  of dis tribution leve l DSM programs  in formula ting its  re source  plan.

Q04 S hould the  Commis s ion a dopt the  following P URP A s ta nda rds  include d in the

Energy Policy Act of2005: (I) Net metering? (2) Smart metering?

A04 AEP CO doe s  not be lie ve  tha t ne t me te ring should be  a dopte d be ca use , a mong

other considera tions , it does  not take  into account the  issues  of capacity as  well as

the  cos ts  of infra s tructure  to de live r utility powe r or re ce ive  re ne wa ble  powe r.

Smart mete rs  should be  addressed on a  case -by-case  bas is . In genera l, however,

smart meters  combined with properly designed ra tes  are  a  good concept.

E . Filling  Need Requirements  (Supply-S ide  P lanning)

Q01 What are the supply-side resource requirements that must be planned andfillea' in

the future and how do we decide what those requirements are ?

A01 AEPCO uses  a  pe riodica lly upda ted loads  and re sources  table  which includes  its

la te s t loa d fore ca s t, curre nt portfolio of re s ource  options  a nd impos e s  thre e

s e pa ra te  re s e rve  ma rgin crite ria  to de te rmine  its  future  re s ource  e xce s s e s  a nd

shortfa lls  by month for the  next 20 years .
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AEP CO's  firs t re s e rve  crite rion is  to impos e  a  12% minimum re s e rve  ma rgin.

AEP CO's  s e cond re s e rve  crite rion is  to e ns ure  tha t its  s ha re  of the  S outhwe s t

Reserve  Sharing Group's  ("SRSG") s ingle  la rges t hazard is  se t a s ide  and ready to

use  on a  one -hour e me rge ncy ba s is . The  third re se rve  crite rion wa s  a dopte d by

AEP CO's  Boa rd of Dire ctors  a s  a  he dge  a ga ins t hotte r tha n e xpe cte d or norma l

we a the r. The  de lta  be twe e n the  Cla s s  A me mbe r me dium e conomic a nd high

weather forecasts  is  added to the  other two crite ria .

On a ve ra ge , this  trio of re se rve  re quire me nts , whe n ca lcula ting AEP CO's  loa ds

a nd re s ource s  s itua tion, re s ults  in re s e rve  ma rgin pe rce nta ge s  in the  14-18%

ra nge , growing towa rds  the  high e nd of the  ra nge  ove r time  a s  the  high we a the r

forecas t increases . AEPCO uses  the  loads  and resources  results  a s  the  backdrop

for de ciding he w much ca pa city is  re quire d. The  S TRATEGIS T mode l de cide s

the  s ize , timing a nd cos t of re s ource s  tha t be s t me e t this  ca pa city ne e d. Ris k

management ana lyses , assumption sensitivities  and qualita tive  considera tions then

are  applied to se lect the  best of the  least cost plans.

Q02 Wha t portfolio(s ) of options  a re  be s tforflling incre a se d loa d de ma nds?

A02 AEPCO's  re source  planning process  de te rmines  wha t options  a re  bes t, including

the  e ffe cts  o f re ne wa ble  d is tribu te d  ge ne ra tion  a nd  DS M progra ms  a t the

dis tribution coope ra tive  le ve l.
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Q03 How should risk management be factorea' into the decision making process?

A03 AEP CO conducts  a  wide  ra nge  of mode ling s e ns itivity a na lys e s  in its  s ta nda rd

re s ource  pla nning mode ling a nd e xpa ns ion s tudie s  to minimize  ris k a s s ocia te d

with its  fina l re source  expans ion plan.

Q04 How should fue l dive rs ity be  eva lua ted?

A04 Please see the  re sponse  to Q09 be low. AEP CO cons ide rs  a ll type s  of re source s

utilizing a ll type s  of fue l in its  e va lua tion of pote ntia l de ma nd a nd s upply-s ide

a lte rna tive s . AEP CO doe s  not re comme nd fa voring or pe na lizing a ny pa rticula r

fue l in ana lyzing potentia l resource  expansion a lte rna tives .

Q05 Can an expanded use of utility-scale solar electric generation be integrated with

existing coal fired operations?

A05 Yes.

Q06 How could s upply-s ide  pla nning be  a /e a re d by ire  ne w Re ne wa ble  P ortfolio

standards adopted by the Commissioner Arizona?

A06 Ca pa city re quire d a nd fore ca s t for ins ta lla tion unde r AEP CO's  Commis s ion-

a pprove d pla n to me e t Re ne wa ble  P ortfolio S ta nda rd re quire me nts , including

I
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dis tributed gene ra tion e fforts  a t the  dis tribution coope ra tive  leve l and la rge r sca le

or renewable  purchased power agreements  a t the  AEPCO leve l, will be  taken into

a ccount in its  re source  pla n.

Q07 What is the risk of future carbon taxes or penalties on existing andfuture fossil

fuel generation options? How can this risk be evaluated and quantified?

A0 7 Like  o th e r r is k a n d  s e n s it iv ity c rite ria  s u c h  a s  h ig h  n a tu ra l g a s  c o s ts ,  S O N

complia nce  cos ts , une xpe cte d loa d growth a nd e xtre me  we a the r conditions , the

ris k o f fu tu re  c a rb o n  ta xe s  s h o u ld  b e  a  ke y s e n s it iv ity in p u t . The s e  c a n  be

eva lua ted mos t s imply a s  cos t additions  to the  capita l cos t of any new foss il fue l-

based resource.

Q08 Should one computer production cost modeling program be utilized?

A0 8 No. Ma nda ting only one  progra m could re quire  s ubs ta ntia l e xtra  inve s tme nt in

s oftwa re ,  ha rdwa re ,  infra s truc ture  a nd la bor dolla rs  for thos e  com pa nie s  who do

not have or use  the  mandated model.

Q09 How should non-utility generation (i.e., merchant generation, distributed

generation) be considered in resource plans?
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A09 AEPCO sees a  resource  plan as a  blueprint, or map, for future  resource  expansion.

Wha t re sources  ultima te ly supply the  capacity identified in a  re source  plan will be

de te rmine d in  the  RFP  a nd s olicita tion pha s e . Non-utility ge ne ra tion  (i.e .,

merchant genera tion, independent power producers  and/or dis tributed genera tion)

is  cons ide re d in this  pha s e  via  the  s olicita tion for re s ource  ca pa city which is

required by RUS and federa l regula tions .

10421-42/1559139 2 1


